By NED G. HOWENSTINE

Growth of U.S. Multinational Companies, 1966-77

THIS article presents and analyzes
data on the growth of U.S. multina-
tional companies (MINC's) from 1966
to 1977, Growth of US. MNC's world-
wide, and of 1.8. parents and foreign
affiliabes separately, s discussed, TS,
MNC's are U.S. ¢ompanies that have
direct investiment abread. IDdirgct in-
vestment abroad sxists when one TS,
person {11.S. parent) has = direct or
indizect ownership interest of 10 per-
cent or more in a foreign business en-
tarprise (foreign affiliate) A given
MNC eongigte of tha 11.5. parent and
its foreign affiliates.

Data are from BEA's 1966 and 1977
benchmerk sarveys, or censuses, of
U5 direct investment sbroad.! He-
gultz of the 1977 survey were pub-
lished le=t year. Comparisons of the
published 1977 data with those for
1866 are bindered by differences he-
twean the two surveys in coneepts,
eoverage, and methodology. To im-
prove comparability, this article pre-
sents data that have been adjusted to
reconcile the major differences (see
the technical mote}.

Nore—HRichard Meauery did the computer
progremming for the tablsa in this article.
Ethel J. Whesler provided statistical segistance.
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The two benchmark surveys cov-
ered parents and affiliates in all in-
dusgtries. However, in the 1977 bench-
mark survey, much more detailed
data were obtained for nonbenk
MNUC’s than for bank MNC's; thers-
fore, the coverage of this article i=
limited to the former. A nonbanlc
MNC congists of a nonbamk 113,
parent that has at least one nonbank
foreign affiliate, and its nonbank af-
filiates. For simplicity, in the text of
this article and in all accompenying
tzblag, the terms “ULS. MNC's," “T1.5.
parents,” and “foreign affiliates”
refer only to ponbank MNC's, non-
bank parents of ncnbank foreign af-
filiates, and nonbank foreign affiliates
of nonhbank parents, respectively. (Ses
the techmical note for further discus-
sion.)

Highlights

* Total assets of 11.5. MNC's grew
at an ennual rate of 11.1 parcent from
1966 to 1977. By 1977, asseiz had
more than tripled—from $6242 bil-
lion to §£1,986.6 hillion.

* By industry of LIS, parent, MNC
growth rates were highest in trade
(14.9 parcent) and petroleum (14.) per-
cent); they ware lowest in mining (1.6
percant). )

* The growth rate was higher for
affiliates than for U.5. parenis—13.6
percent compared with 10.5 percent.

s Tota] assets of affilistes grew at
ghout the same rate inn developed and
developing countries—136 and 183
psrcent, respectively.

* In developed countrics, assets of
affiliates in Europe grew significantly
fagter than those of affiliates in
Cangedn.

+ By industry of affiliste, growth
rates of affiliates’ total assets ranged
from 181 percent in finance (axcept
hanking), insnrance, and real estate
to 9.4 percent in mining. In manufac-
turing and petroleum, the two largest

affiliate industries, growth rates were
12.6 and 13.0 percent, respectively.

« Employment of majority-owned
foreign affiliates (MOFA's) grow at 2
rate of 4.2 percent, from 3,591,000 in
1566 to 5,628,000 in 1977. Almnst
three-fourths of the growth was in
manufacturing.

s MOFA employment growth rates
were generally below those for assets

bbecause they were less directly affect-

ed by inflation and changes in ex-
change rates than were asset growth
rates,

* The pattern of growth based on
employment differed from that based
on assets, both among industries and
AMONE areas, '

The remainder of the article iz di-
vided into two parts. The first part
gives an overview of US. MNC
growth; growth in total assets of 11.8.
MNC’s worldwide, and of 11.8. parents
and affitiates separately i discussed.
The second part describes growth in

.affiliate asgets in mom detail, and

also covers growth in affiliate employ-
ment.

Growth of U.5. MNC's

Table 1 shows growth in total pesats
of U.8. MNC's and of U.S. parents
and foreign affiliates, by industry of
U.B. parent.? Data for affiliates are

2. Total wasets of MNC's worldwide were cnloultad
by egeregaling 1.3, pavents' and effilintes’ asastn. The
tolal keledas duplicatics becauss of interscmpany po-
sitiony between & pareot and an affliale or betwesn
two affflistes of the came parent thess positions giva
s to assain on the books of bell the parnt and the
affiliate, or of thi two affilistes invelved. Aggregpted
ameets are adbown becauss worldwide
furitn, wlunhlare axtats after tha allmination of intdr
rompany poilioos, were not collecled in sither of the
banchtrark murveys Ineead, deim were pollscted for
Eﬁ. parents and witiliates saparately, Duta on the net

roempany scoodnt position af 175, pavants in thelr
ineorporated afflliates, whith sccounts for & gubitan.
tial pertlon of the duplication, indicate that the
Erowth tate for conselldated MNC ansets was
alqhth;hhfﬂnr then thet for sepvegmisd amals be-
LT 0 Intercompany pogtiion was & langer share of
mggregated apeets i 1966 than in 1977,
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for “allied affiliates,” i.e., affiliates in
which 1.8, parents have & 25-percent-
or-more owhership | interest. Total
asmats mre shown for these, rather
then for all -affilintes (i.e., all foreion
busziness enterprises owned 1{ percent
or 'more by 1.5, parents), because, in
1§66, total assets data were collected
only for . these affiliates. In 1974,
allied affiliates secounted for M per-
cent of the asseis of all affiliates.

Total assets of 0.5, MNC's world-
wide grew at an annual rate of 11.1
percent from 1966 to 1877, resulting
in a more than thresfold increase in
MNC assats—from $624.2 billion to
21.986.6 billion.? The was
Probably largely attributabls to
MNC’s that began foreign operations
before 1066 in response to economic
oppartunities that existed after World
War I, particularly as a result of the
establishment of the Europsan Com-
munities (BC) in 1558, The number of
U8 MNCs increased only 4 per-
cent—from 3,299 in 1966 tc 2,425 in
10577 ¢

3. Growtk rates for & peried caltulatad from initiel-
and tetyipwl-year data may Jdiffar feom an average
caloulated from <data for sach year in the pesiod il the
ipitisl- or terminakbyear valuey have been affected by
cirrumstances ot trieml of the perisd as o whole
Hewewer, horaume the period covered by the data in
thir article & olatively 1ong (21 years), the inidal o
terminal.yaar valoss for total assatn of MMNCs world-
wide would heve to differ by aboot 10 percent from
those alown in arder to change the BNC growth rate
by 1 parmentage point

4. Howaver, growth in the nomber of MNC's was
linaited by mergerg smong exlgtlog UG parents aod
higher sl of consslidatbon required for o
pereni data in the 1977 sarrey than in the
GE prvwy,

T
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The growth in MNC asseiz pertiy
reflected the effects of inflagion, be-
couse, oz MNC's replaced thelr asseta,
the new assets were generally valued
at higher prices. For amsein that
turned over rapidly, such as inven-
toriea and trade receivables, virtually
all price increases in the underlying
goods or services during 1966-77 re-
sulted [n increases in msset valuss,
For asseis that turmed over slowly,
such as ﬁxed ageats, price Increages
resulted in increases in values only if
the assats were =actusally replaced
during the period. The precise extent
tc which inflation boosted asset

growth rates cannol be guantified, be-

¢auss the necessary data on the prices
and composition of MMNC aszeis and
the timing of their replacement are
unavailable.

By industry of U8 parent

Data in table 1 are classified by in-
dustry of U8, parent rather than by
industry of the MNC as a whole, be-
cause an MNCwide indunstry code
based on the worldwide consolidated
activities of the MNC waa not availa-
Lle for either 1966 or 1977, However,
evidence indicates that, in & majority
of cases, the .8 parent's industry
was probably also the MNC.wide in-
dustiy.®

Growth rates were highest for
MNC's in petroleum {141 percent)

E. Sea Barksr, 4 Profile,” p. 41.
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and trade (14.9 percent) and lowest
for those in mining (3.6 percenty The

rate in manufacturing, by far
the largest industry, was 11.2 percent,
gbout the same as for all industries
combined.

Differences in growth rates among
indusiries may have resulted partly
from in the industry classifi-
cation of TS, parents from 1966 to
1977. For example, zome 115, parents
acquired, merged with, or were ac-
quired by, other U.S. companies
during the period. K the indusiry
clasgification of the resulting consoli-
dated enterprizse differed from that of
the original enterprise(s), data for the
T8, parent (and the MNC as 2 whola}
may appear in different industiies in
the two years. Growth rates were par-
ticularly affected in mining, where
several of the largest U5 parenis
that reported in 1966 acquired, or
were acquired by, large 1.8, manufae.
turing companies after 1966 As =n
result, i 1977, the major activity of
some of these consolidated enterprises
was manafacturing, not mining.

In both petroleum and trade, the
high growth rates probably reflected
the effect of price increases ko a great-
er extent than in other industries. Tn
petraleum, the gquadrupling of erude
oil prices in 1073 and 1974 caused a
gharp rise in the values of MNC in-
veniories and trade receivables. In
trade, although prices did not in-
creaze as sharply as those in petro-
leum, the incresses thet did occur

Tahle 1.—Growth in Totel Assets of 1.8, MNC's, 1.8, Parents, and Allied Foreign Affiliates, 1966-T7, by Major Indostey of 1,5, Parent !
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tended to have a proportionately
greater effect on asset growth rates in
this industry than in others becanse
inventories and trade repeivables con-
stituted a larger portion of the total
assets of trade MNC's.

Within  manufacturing, growth
rates wera highest in nonelectrical
moachinery and chemicale—13.6 and
12.6 percent, respactively. In nonelec-
trical machinery, growth was particu-
larly strong in office machine and

SURVEY OF CURRENT BUSINESS

computer manufacturing. Puring the
perind, significant technological inno-
vations lowered prices of data process-
ing equipment and expanded product
offerings. Also, growth in the demand
for computera may have led more di-
rectly to increases in msseta of com-
puter manufacturera than for other
manufacturers. Compnters ware often
rented or leased, rather than sold, to
customers; when this waa the case,
the value of the rented or leasad com-

Table 2.—Grawth in the Total Assets of Allied Foreign Affiliaten, 1466-77, Major Industry by
Aren of Affilinte !
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puters was often included " in the
peseta of the manufacturer, rather
than of the user. In chemicals, growth
rates were particularly high in three
subindustries—drugs; soaps, cleaners,
and toilet goods; and agricultoral
chemicals. Growth in drug manufae
turing, as in office machines and com-
puters, probably reflected technologi-
cal innovations. Growth in each of the
other twe chemical industries was
from g relatively gmall 1966 base.

Affiliate and parent growth compared

The growth rate for affiliatés was
higher than that for U.S. parents—

-18.6 percent compared with 10.5 per-

cent. Az a result, sffiliates’ share of
total MNC assets increased from 18
percent. in 1966 to 22 percent in 1977,
However, bhecause the ULS. parent
growth rate was caleulated from a
much larger 1966 bage than that for
affilistes  (§514.8 billion compared
with $109.4 billion), the absolute in-
crease in parent companies’ assets
was much larger than that for affili-
aten (51,0284 billion compared with
$334L.0 billion).

Growth rates for affiliates were
higher than for U.S. parents in every
industry shown in table ! except
mining and petroleum. Several fac
tors contributed to the generslly
faster affiliste growth. First, during
1966-77, wmany foreizgn economies
grew faster than the U.S. eccnomy.
For ezample, in the EC(9), whare

- growth in affiliate aswate was partico-

lerly strong, real gross nationzl prod-
uet (GNFP) in eight member countries
grew mote rapidly than in the United
States.® In addition, affiiiate growth
in the EC(Y) may have been enconr-
aged by the group's elimination of in-
ternal tariffs, which tended to in-
crease the attractiveness of producing
in, rather than exporting to, mem-
bers.

Second, the U.S. dollars substantial
overvaluation before 1971 relative to
most major forelgn currencles in-
sreased tha atiractiveness of produc-
ing in. rather than exporting to, for-
elgn countries and probably stimulat-
ed the growth of U.B. direct Invest-
ment abroad. After 1971, chis stimu-

. The BEC0E was formed m 196R; it sonpicted of Bal-
giur, Prince, Garmeny, Tisly, Loxsmbourg, and tha
Metbarlands, Im 1873 Dammark, lreland, and the
Uniled Kingdom jeined the Communitles, and it
bacsms known s the BOML
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lus tended gradually to diminich, as
the U.5. dollar depreciated and- ex-
change rates  became increasingly
flexible. ' :
" Third, and probably more imper-
tant; was the effect that ¢hanges in
exchange rates had on the translation
of affiliates’ agsets from foreign cur-
renciea into 18, dollars. Because of
the  depreciation of the 1.5 dollar
after 1971, the valué of the dollar in
terms of most major foreign corren-
cies was much lower in 1977 than in
1266, Wher affiliates’ assets were
translated into dellars, the dollar
value of the sesets would have heen
higher in 1977 than in 1968, aven if
their forgipn currency value were un-
' T

7. Thin trandatism st weuld have been vialomed
10 the extent that seseta of affiliates vere oot branalal-
ad it dollers st the cuprent rate. U5 generally a-
capted accounting principles twhich 1.5, MNC's were
instructed o follow when reparting b0 BEA)} required

in assets, xoch as fixed aets, b vilusd Bt
into dollars at tha eu-

rransed,

SURVEY OF CURRENT BUSINESS

Fourth, effiliate growtih rates may
have been higher because inflation
rates in many foreign countries were
higher then in the United States. As
noted above, inflation tends to boost
the growth of smsets, particalarly of
trade réceivables and inventories,

Special factors probably affected
the relative growth of parents and af-
filiates in mining and petrolevm—ihe
two industries in  which affiliate
assets did not grow faster than parent
assots. mining, where affiliate
agsete declined but parent assets in-
the previously mentioned
change in industry classification of
several U5, parents from mining to
manufacturing had a larger negative
impact on affiliate than on
parent growth becange the parvents in-
volved had proportionately larger for-
gign operations then other mining
parenis. The decline in affiliate assets
alsp reflected nationalizations of af-
filiates in zome coumtries and tha
adoption of policies by some host gov-

37

ernments that discouraged foreign
parcticipation io patural resovurce de-
velopment,

In petroleum, where growth rates
for affiliates and parents were the
same, the specizl factors affecting
¢rowth fended to be offseting. Ome
factor that dampened affiliate growth
relative to that of parents was that
some foreign crude-oil-preducing af-
filiates traneferred trade receivables
to their T.8. parents for collection. As
a result, incresses in crude ¢il prices
were reflected 85 increases in the U5,
parents', rather than in the affiiates’,
ageets. Aleo, am in mining, nationaliza-
tiong and policies aimed at shifting
control of crude-il-producing  affili-
ates to local investors slowed affiliade
growth. On the other hand, U.S. poli-
ciez that kept incresses in prices of
crude oil prodoced and sold within
the United States below those in most
foreign countrics tended to dampen
11.58. parent growth relstive to that of
affiliates.

Tahle Z.~Growth in Tetal Assets of Allied Foureign Affllintes and in Totsl Aszeis and Empleyment of Majority-owned Foreign Afflliates, 196677, by

Major Industxy and Country of Affhliate 1
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Affiliate Growth by Endusiry
and Area of Affiliate

This section discusses affiliate
growth, based on hoth total assets and
employment. The primary fotus is on
growth among the major industries
and areas shown in tables £ 3, and 4;
additional detail is presenied in tables
5T

SURVEY OF CURRENT BUSINESS
Tafnf osRela

By industry of afﬁllata annual
growth rates of affiliates’ tD'l-Hl assets
ranged frem 181 percent in finance
iexcept banking), insurance, and real
actate and 15.9 percent in krade to 9.4
percent in mining (table 2} In mame
facturing apd petroleum, the two
largest affiliate industcies, growth
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rates were 126 and. 130 percent, re-
gpectively.

For these major mdusmes, the pat-
tetn of growth in afiiliate assets,
when classified by industry of affili-
ate, was similar to that when ¢lagei-
fied by industry of psrent. Under
both classification systems, the two
fastest growing industries were the
game and growth rates in manufac-
turing and petroleum were nearly the
game.® )

The Iargast difference was for affili-
ates in mining, where the growth rate
was a positive 9.4 percent by industry
of affilinte and a negative 2.3 percent
by industry of parent. The negative
rate reflected the reclassification of &
number of U.5. parents noted earlier.

For all industries combined, aseets
of affiliates grew at about the same
rates in developed and developing
countries—18.6 and 13.8 percent, re-
spectively.” Within the developed and
developing countries, the most signifi-
cant difference in growth rates wasz
between Eurcpe and Canada, the twa
areas that accounted for the largest
shares of affiliate sssets. The affiliate
growth rate in Europe was much
higher than that in Canada—151
comparad with 10.0 percent per year.

g The pattern of growih among subindusiries
within manufacharing wil not be disoussed in this gec
tieke The pottetn withm menuletburing differed sig
nilicantly urwder the two clasalFenthan arsbema, For ex-
ample, assets of affiliates clasaified i metal oanufaes
turing praw [aster than those of affiliates in any other
manulfpctaring  Indoatty, while misets of afflistes
whose parenis were o metals grew alower than thoge
of affiliatas whase perents wars chessified 1o sll et
onw other mwnufecluring industry, There were
substantial differences (or electrical machinery and
trangportation wuipment manulacturing,

9, Growth vatea in "Intecnational” for o]l industries
cmniined are oot sl in table 2 because the deflni-
tion of the “intermational” category dlffered in the
1866 and YT binichimark survays, In the 1977 survey,
“international” conslaied of offilistes thet had oper-
atkong ERRnnIng Fere than one coootry and that wers
emgagwed in priroloum shipping, ather watar |rntgpots
tatton, petrolsum trading, end affiliates operating odl

“and gza drilling equipment. that wag mved from coun-

try to country doring e year, (AFNates in these in-
dusteien that have cperations antirely In one country
are classifled entiraly In that country In 1964, “inter-
nadlons]” wat dalfined mom beeadly: it inclwded, in ad-
dition, afilistes in finpnee, in nonpeteoleun ading,

. inpurprge, apd sonstruction that were engaged in ac-

tiitles in more than one coustry, It wes not possible
to adjuct the dats for these difforances. As 2 result, in
the tebles, some data for afftliates in trade wnd iz G-
nance (exrept kankivg), insuranca, and real estate aro
thowh in “international™ in 1955 but net 1977 Al
though some data for effilintes in “other" industries
ara ghown L “litemational™ in both years, they are
nx comparabbe beeanse of the abovwementioned dafini-
tional dilferences, Ooly in petroleam ore the data
wymparable and & growth rate given,
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As a result, the share of totel asscts
of all affilistes sccounted for by Euro-
pean affiliotes inerenged from 87 per-
cent to 42 percent, and the share ac-
counted for by Canadian affiliates de-
creased from 27 percent tc 19 percent.

Affiliate assetz grew more slowly in
Cenada then in Earepe, even though
growth in real GNP in Canada was at
lsast as rapid as in each of the major
European countries. The slower agset
growth occurred partly because some
of the factorg that had stimulated af-
fHliste growth in Europe were ahsent
in Canada. For example, unlike the
major European countries, Canada
was not invelved in any institntional
changes comparabls to the formation
and subssquent endargement of the
EC. Also, changes in U.S-Canadian
exchange rates during the period did
not follow the pattern for most U.5.-
Europaan exchange rates. The US,
dollar probably was not overvalued
relative to the Cenadian dollar before
1971 and, in contrast to its depreci-
ation against many major European
currencies, the U.5. dollar appreciat-
ed relative to the Canadian dollar
after 1971, Slower growth for Canadé-
en affiliates also may have reflected

heightened Canadian interest during-

the pericd in increaging domestic
ownership and conirel of business se-
tivity. The Foreign Investment
Beview Agemcy was established in
1974 to screen talkeovers by foreign
firms slready operating in Canada
and all new investment by foreign
firms with no existing Cangdian oper-
ations. In eddition, tax and other reg-
ulatory measures, including export
controls, prohahly discouraged
growth,

Within Europe, affiliates in the
United Kingdom, Germany, the Neth-
erlands, France, arud Switzerland ac-
counted for the largest shares of the
asset growith., Among these couniries,
growth rates were highest for affili-
ates in the Netherlands (207 poreant)
and Germany (15.3 percent).

In “other” developed countries—
which consists of Australia, New Zea-
land, Scuth Africa, and Japan—affili-
ato assefs grew at a 16.1-percent rate.
Growth was particulavly rapid in
Jupan (20.2 percent), -where domnestic
markets grew rapidly and foreign in-
vestment controls were graduslly
relaxed.

SURVEY OF CURRENT BUSINESS

Among developing countries, the
growthmtenfaﬂ’lhataamtswm 1313
percent in Latin America and 14.8
percent in “other” developing coun-
tries. In Latin America, affiliate in
Bermuda, Brazil, Mexico, and the
Netherlands Anfilles secounted for
particularly - large sheres of the
growih. In Bermuda and the Mether-
lands Antilles, the growth was almost
entirely attributable to finence affili-
ates of U.S. petroleum and menufac-
turing MNC's, which assumed certain
financing fonctions for the worldwide
MNC operations during the perivd
{The activities of these sffiliates are
discussad in more datail below.)

In “other” developing countyies, the
largest increaszes in affiliate asselds
were in Saudi Arabia, Indonesia, Ivan,
and South Korea. Among these coun-
tries, the growth rate was particular-
Iy high in South Korea.

For individuwal industries, the pai-
tern of prowth among areas often dif-
fered significantly from that for all
industriez combined. For example, al-
though the growth rates for all-induos-
tries combined were aboui the same
in developed and developing coun-
tries, petroleam affiliates grew sipnifi-
cantly fagter in developed countries
than in developing rcountries. Mann-
facturing &affiliates, on the other
hand, grew faster in developing cour-
tries. In addition, affiliate growth
retes often varied significantly among
aAreas within individual industries.
Patterna of growth among zreas for
#sch of the major induetries, and
some of the fastors that may have in-
fluenced those patterns, are discussed
helow.

Mining—Azsets of affiliates in
miping grew at an 11.4-percent rate
in developed countries and s 6.3.per-
cent rate in developing ecountries
{table 5).

Iz developed coundries, virtually afl
the growth wez in Canada and
“gther'’ developed countries, mainly
Australia., Growth rates were signifi-
cantly higher in Australia than in
Canada—16.3 percent compared with
£.7 percent—even though Auvgtrealia,
like Canada, instituted policies in the
early 1970°s that aslowed the growth in
foreign investment. Policies in Aus
tralia may have been less restrictive
than those in Canada, particularly in
mining, where controls imposed ini-
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Hally were later relaxed in the inter-
est of timely mineral resource devel-
opmant. Also, growth for Australian
affiliates was from a- smallar 1966
base and it was more concentrated in
the mining of bauxite, which was sub-
ject to pavticularly sharp price in-
cresses during 1966-77.

In dwelupmg countries, growth was
largely in Latin America, where affili-
ate asgets grew at a 6.0-percent rate,

"The gmwth rate was partienlariy

high in Bragil, at 28.7 percent. Partly
offeetting were declines in mssets in
Chile,” Venezuela, and Surimam. The
decline in Chile resulted from nation-
alizptions of affiliates, and thosa in
Venezuela and Surinam reflected a
chanpge in BEA's industry classifica-
tion ruiles; as a result of ithe change,
some affilintes that were in mining in
1966 were clossified in i

metals manufacturing in 1%77.10

Fetrolenm—Assets of petroleum af-
filiates grew at a 13.7-percent rate in
developed countries and an 11.3-per-
cent rate in devaloping countries.

In developed countries, growth was
rapid in both Europe (14.1 percent)
and “other” developed countries (159
percent). In Eurepe, affiliates in the
Unitad Kingdom, Germany, the Neth-
erlands, snd Norway accounted for
particularly large shares of the
growth. Among these countries,
growth rater were highest in Norway
(346 percent) and the United King-
dom (169 percent), where affiliates
were ehgaged in exploration and de-
velopment activities in the North Sea.
In “other” developed countries,
growth was centerad in Japan, where
affiliates in refining and marketing
grew substantially.

In Canads, the couniry that ac-
counted for the largest share of petro-
leum affiliate assets, the growth rate
wada 117 percent. Growth was rela-
tively slow because substantiz) devel-
opment of Canada’s il resources and
petrolenm  distribution and refining
network had taken place before the
1966=-77 period. Also, foreign invest-
ment in natural resource industries
was particularly affected by the previ-

10. Iy 188, Forsign affflister with integral mining
end smalting opevatlons were classifisd in minkng In
1377, soch affillates were clamifled in priciscy maabs
anufatturing.
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ously mentioned “Canadianization™

In develcping countries, affiliate
asgets grew at a 6.T-percent rtate In
Latin America and at & 14.2-percent
rate in “other” In Latin Ameries,
growth wasz dampened by natjonaliza-
tions in Venezuelz. In ‘“other,”
growth was primarily attributable o
effitiates engaged in r:rude ofl produc-
ticn; it was strongest in Middle East-
ern countries that were members of
the Orpanizstion of Petroleum Ex-
porting Countiries (OPEC) and in Indo-
negia, Nigeria, and Egypt.

Menufocturing—Nearly fourifths
of the in¢rease in manufactaring affil-
iate aszets was in developed countries,
This ¢oncentration reflecied the miuch
larger 1966 base in thess countries—
megets of manufacturing affiliates in
developed eccuntries were almost five
timeas as large o9 those in developing
countriez in 1966. Growth rates, how-
ever, were somewhat higher in davel-
oping countries—186 percent com-
pared with 12.4 percent.

Growth wae Ffamter in developing
countries partly because markets
were growing faster there. Also, in-
dustrializetion in a ntmber of the
larger developing countries was par-
tictarly rapid during this period. Fi-
nally, policies of some Latin Ameri-
can countries that encouraged invest-
meni in import-competing indusiries,
and of some Asian countries that pro-
moted domestic production of goods
for export, may have stimulated affili-
ate growth.

In developed countries, manufactur-

ing sffiliate asseis grew more rapidly -

in Europe (135 percent) than in
Canada (8.8 percent). The previously
mentioned factors were particularly
significant in manufacturing. Growth
in Europe was largely acconnted for
by affiliates in the United Kingdom,
Germany, Frence, Spain, the Nether-
lands, Belgium, and Italy. Among
these countries, growth rates were
highest in Spain (139 percent) and
the Netherlands (18.2 percent).

In “pther” developed countries, af-
filiate assets grew at a 14.5-percent
rate. Growth was largely atiributable
to affiliates in Japan, where the
growth rete was 19.9 percent.

In developing countries, affibate
aszets grew at a 15.6-percent rate in
“other” developing countries and at a
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13.1-percent rate in Latin America
Growth was more rapid in “other’ de-
veloping countries, partly because
gome _economiey, such as in Korea,
Hong Kcmg Taiwaen, and Singapore,
were growing particularly fast. Also,
in “gther” devaloping couniries, affili-
ate growth reflected strong growth in
exports, as wall as in sales to locsl
markets, Policies in some of thees
counitries, such as the fagt-growing
Agian countries mentioned ahove, pro-
moted the manuizcture, by both for-
eign and domestic investors, of prod-
ucta for export. In contrast, in Latin
America, the share of U.S. affiliste
sales that waz to locsl markets was
much higher (and the share to export
markets much lower} than in “other”
developing countries, As a result, af
filiate growth in Latin America de-
pended to a significant degree on the
rate at which local sharkets grew or
on affiliates’ ability to increase their
ghare of such markets. In addition, as
nobted earlier, policies in Latin Amer-
ica often resulted in stimulating in-
wegtment in import-competing, rather
than export-oriented, Industries.!

In Latin America, affiliates in
Bragil, whose assats grew at a Z21E
percent rate, accounted for almost 40
percent of the growth. Growth in the
Brazilian economy was particularly
rapid—real GNF grew at a 9.3-por-
cant rate from 1966 to 1977. Mexican
and Veneruelan affiliztes also ae-
counied for substantial shares of
growth, although their growth rates—
11.8 and 13.3 percent, respectively—
wera lower than in Brazil.

In “other” developing countrias, af-
filiates in Korea, Taiwan, Singapore,
Israel, and Hong Kong accounted for
mubstantial ghares of the growth. In
each, the affiliate growth rate exceed-
ad 25 percent.

Traode—Growth rates for trade af-
filiates werse 17.0 percent in developed
coentries and 13.7 percent in develop-

1i. Rough comparisns of dwta for majority-owned
affidiates from the bwo bsuchmark surveys indicate
thet, in beth 1066 and 1977, ot lenst W percwnt of (he
sabm of manuleeturing afliates in Latin

ing enumtries, only about three-fodribs of manufetur-
ing wffilixte aales n 198E, and l=as then oyee-half of
thesiy galen in 1977, weve bo bunl markets, BExport sales
of affiliaes in “athar" developing coumiries grew over
35 parcent Pt Yeit, more than twia s fast a2 e
tocal sales of Latin American manafactuving aifilintes
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ing countries. Growth in both aveas
was largely attributable to wholesale
trade affiliatex.

The more rapid growth in devel-
oped countries probebly reflected
thase countries’ greater importance as
markets for goods scld by 11.8. MNC's,
whether the goods were produced in
the United States. or oiher developed
countries. Crowth was concenirated
in Europe, whers sffiliates In Seritzer-
land, the United Kingdom, Germany,
and France combined accounted for
more than 60 percent of the European
Eotal. Among these countries, the
growth rate was highest in Germany

(179 percent).

Growth retes were 130 percent in
Canada and 233 percent in “other”
developed countries. In the lafter,
more than one-half of the growth was
attributable to Japq.n&ae affiliater.

Among developing countries,

‘growth rates were 115 percent in

Latin America and 19.7 percent in
“other”. In Latin Awmerica, over one
half of the growth wag attributable to
affiliates in WVenezuela, Brazil, and
Mexico; among these three, growth
was most repid in Brezil. In “cther”
developing couatries, over ohe-half of
the growth wag attributsbla to affili-
ates in Hong Kong, Iran, 2nd Singa-
pore; minong thess three, growth was
most rapid in Iran.

Finanes (ezeept banking) insurchoe,
anrd real esiete —Growth raies for af-
filiates in finance (ezcept hanking),

“insurance, and real estate were 15.4

percent in developed countries and
26.1 percent in developing countries.
The azpecially rapid growth in devel-
oping countries was largely atiributa-
ble to affiliates in Latin America, par-
ticularly those in Bermuda and the
MNetherlands Antilles.

In Bermuda, growth largely reflact-
ed the 1974 establishonent of, and skb-
sequent increases in investment in, fi-
nance affiliates by V.S, petroleum
MNC's. Total ageets of the new fi-
nance sffiliates were boosted partico-
larly by the transfer to them uof ac-
counts receivable due their U.8. par-
ents from European petreleum affili-
ates. The value of these receivables
was large due {o the sharp increasa in
petroleum. prices in 1978 and 1974.

In the Netherlands Antilles, growth
wang strong because, early in the
period, US. MNC's established fi-
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Table T.—Compound Annual Rates of Grawth in Totol Agsetn of AHled Foreipn Affiliotes and Employwient of Majoxity-QOwned Forelgn Affiliates,
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nance affiliates there in response to
mandatory controls on U.S.-source fi-
nancing of foreign affilates. While tha
controls were in effect (1968-T74), these
affiliates borrowed funds in foreign fi-
nancial markets and jcaned them o
U.S. parents and other affiliates of
the parents. After the controls wera
dismantled, new borrowing by thesa
affiliates declined and a smaller pos-
tion of the proceeds were transferred
to U.S. parents. However, thesa affili-
atas’ assets ware still large in 1977,
mainly becanse of the earlier baildup
of receivablea due from their 11.5. par-

enta.

In developed countries, growth was
most rapid in Europe (225 percent),
whera affitiztes in finance (except
banling) and affiliates that were
holding companies, each accounted
for about 40 percent of the growth.
Growth of nonhank fnance affiliates
in this ares, a8 in Latin Americs, re-
flected the greater use of foreign capi-
tal markets by U.8. MN('s. For hold-
ing companies, the growth in assets
largely reflectad these affiliates’ in-
creased holdinge of equity in other
foreign affiliates of their U.S. parents.
Within Eurcpe, more than cne-half of
the growth was in the Upited King-
dom and Switzerland.

Growth was alsn rapid in “other”
developed countries (222 percent),
Most of the growth was attributeble
to affiliates in finance (axeept bank-
ing), particutarly those in Australia.

Other industries.—Asgets of affili-
ates in “‘other” industries—which con-
sisted of agriculturs, forestry, and
fishing; construction; tramsportation,
‘commuonication, and public utilities;
and services—grew at a 14.7-percent
rate in developed countries and an
8.0-percent rate in developing coun-
tries. Growth was slower in davelop-
ing rountries largely because assets of
affiliates in transportation, communi.
cations, and public utilities daclinﬂd.
This decline probably reflected in-
creaging pressure for public utﬂmea
and transportation systems *to be
owned and operated by domesiic in-
vestors.

In developed countries, almost 70
percent of the prowth in “other” in.
dusiries was atiributable fo affiliates
in Europe, where the growth raie was
18.6 percent. Affiliates in the Nether
lands, Germany, and the United
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Kingdem accounted for must of the
growth.

In developing countries, affiliates in
“other” accounted for almost three-
fourths of the growth. Giowih was
largely attributable to affiliates in
OPEC membersg in the Middle Eest.

Employment

Affilates smployment grew at a
4 2-percent rate, a much lower rate
than that for total aseets (table 8.
The employment growth rate was
lower partly becauss employment
data, unlike total assets data, are not
affected by changes in valuaticn due
to inflation and changes in exchange
rates,

The employament growth rates dis-
cussed are for majority-owned foreign
affiliates (MOFA's}—ie.; affiliates
that are more than 60 percent owned
by their 11.5. parents—because em-
ployment data wera eollacted only for
these affilintes in 1966.%* The pattern
bated on employment of MOFA's may
differ from that besed on assais dis-
cussed above, because the
assats dats povered allied affiliates.
However, comparison of growth in
total assets of majority-owned and
allied affiliates indicates that the
affact of this difference in coverage is
small among both industries and
areas. By industry, the largest differ-
ence was in mining, where MOFA
assets grew at a §.1-percent rate and

albied affiliates’ nogete rrew at g 94--

percent rate, By ares, the largest dif-
ference was in ihe developing coun-
tries, where MOFA pagete prew some-
what slower than assete of allied af-
filiates. The following discussion com-
pares prowth rates of employment
and of amets for MOFA's only.

The patiern of growth emong indues-
{ries based on employment differed
from that besed on total assets. For
example, in both mining and petro-
leum, employment of MOFA's de-
clined, even though their total paseis
Frew. Asset growth in thess industries
wag sigmificantly boostad by inflation
and changes in exchange rates. Alsc,

12. Data for MOFA'S In this mrticle differ {n cover-
pge from ihose poblished in 8 Divect Jaoesbmend
Abroad, JO7F (see the lechnles] pote),

in thesse indusiries,
growth may have been depressed, and
amet growth boosted, by a shift to
moTe aapltal-mtenalm {and less labor-
iniensive) methods of production
during Y3667,

In mining, the declines in MOFA
employment were particelarly larvge
in Latin Americe and “other” deval-
oping countriez (table 4). In Latin
America, the declines were largest in
Chile, where affiliates wera national-
ized, and in Peru, where policies
adopted in 1871 required that compa-
nies becoms at least 51 percent Peru-
vian owned. In “other” developing
countriss, the largest decling was in
Zamnbia, where, like Peru, policies
were aimed at mc:reamng domesiic
ownership of companies 10 at least 51
percent. In eddition, in both Latin
America and “other” developing coun-
tries, smployment in mining declined
because af the change in BEA indus-
try classification rules noted carlier.

In petroleum, MOFA employment
declined in both developed and devel-
oping countries. In developed coun-
tries, the decline was more than =e-
counted for by affiliatas in Europe.
The largest decline was in Germany,
whers a large petroleum affiliate sold
ite coml mining operation to a domes-
tic concern. In developing countries,
the decline was more than accoented
for by affiliates in Latin America. The
laxgest decline was in Venezuela,
where affiliates were nationalized.

Differences between the pattern of
growth based on employment and
that based on assets regulted in differ-
ences in the renking of major indus-
tries in terms of their growth rates.
For example, based on employment,
the fastest pgrowing industry was
trade, while, based on assets, it was fi-
nanea (except hanking), insurance,
and real estate. The unususlly "high
employment growth rate in trade was

a consequence of underreport-
ing of employment by a major Euro-
pean retajl krade affiliate in 1966.'2
The unnsually high asset growth rate
in finance (except banking), insur-

15, Ahbhough there is some evidence that amploy-
mant fr sorme aifitlates in indudiriad other than trade
may have sl bean undermported in 1966, the =Mect
ah thie employment growih cates i bhesr indhastrioy
was probably pelatlvaly miner.
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| ance, and Teal eaiate, as noted earlier,
largely reflected the gharp increase in
the aszets of affiliates that provided
financial services within the MNC or
that were holding companies. The
v strong growth in these aesets wam Be-
companied by littdle or no growth in
} employment.

The pattarn of growth based on the
twry measures alse differed among
arens. For example, based on employ-
ment, growth of MOFA's was more
¥ rapid in developing countries; based

on total aesets, growlh was more

rapid in developed countries. This dif-
faremce occurred because, although
sssets grew faster than employment
in both areas, they grew slower rela-
. tive to employment i developing
countriss. 1.8, parents reduced their
ownership in & number of large affili-
ates in developing countries during
the period. These reductions had a
proportionately latgar negative
impact on assets than on empleyment
because they mainly involved sffili-
ates in mining and petroleum, indus-
tries in which capital intensities and,
therefore, assetdabor ratios  were
high. In addition, manufactoring af
filiates’ capital intensity may have in-
creased at a slower pace in developing
countries; thus, a given increase in &f
filiates’ manufecturing  capacity
would have resulied in a smaller in-
creage in assets (and a larger incresse
in employment) in developing coun-
tries than in countriea,

Tuble A —Adjwatomenty t0 lmprove the Compa-
rakifity of the 1988 and 1977 Dats For Allled
Affillates
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Technical Note

Adjuztmenty fo improte mmpamhﬂfty

For foreign affiliates, the 1966 and
1977 data shown in tables 1-7 have
been adjusted to improve comparabil-
ity; therefore, they differ from data
previously published for both years.
For U5 parents, the 1966 and 1977
data an totel aseets shown in tabie 1
are as previously published, 4

The adjustments {o the affiliats
data at the all-country, all-industry
lovel are ehown: in table A, for allied
pffiliates, and in table B, ior
MOFA'z 1% The 1966 data for both
alliad affiliates and MOFA's were ad-
justed to exclude publicly held foreign
affiliates. These are foreign affilistes
in which ownership is dispersed so
that no one 113, person has an inter-
e=t of 10 percent QT InOYe. Buch affili-
ates were included in the direct in-
vegtment upiverse in 1966 if the com-
bined ownership of all 118, PET80NE
was at least B0 percent. However, in
the 1977 benchmark survey, direct in-
vogtment waz defined from a single-
owmer viewpoint, rather then the na-
tional viewpoint used previously. As a
regult, these publicly beld affiliates
were not included in the 1977 data.

In addition, the 1966 data for
MOFA's ware adjusted to excinde af-
filiates owned exactly 50 percent by
T.8. parents. In previously publi
1066 data, MOFA's were defined to in-
clude exectly 50-perceni-owned affili-

nenbank afiibi-

i
i
3
E
o
]
g
o

mummhmﬁnﬂhmlmmmﬂm
data Howsver, evan if they coold have been, tha
Mt on the data teonld slmodt cevtakily Tk

f

[ of dila ]
Toral
Aty
1965 datw Tor:
L Unrvarms of allisd nonkank sifkps of oon-
hank purgobt? 118,881
2, L [, 4512
1. BEquake ailled affilbsien sn sherwn m tables 1-
i W0 MTE
LE7T data Tor
A Univiyyy of af] affikinbey pwmad 10
o or s mhun‘ liB.pa:eul.l.u o017
5. Lean: owrwd eiween 1} and I
lﬁm: aiiiee Wil &3 s W w1 nagligihle.

1. Todal sucets For aflisd affllkaten G 1966 wore provioul
Etlm in table =1 of ELE INrecd Freesloumi Advood, J.

3
L

15 To ba coaddelant with thie 1T daba foot afflistes
publinhed in thim and athsr articles based on the 19¥
benchmark gu , the 1065 daka in tebles 1-T were
edjusted s wxclods bank sffilistes and nonbank affili-
wtey of bank parsnts See focinota 1, table A and foot-
ooie 1, lehls B lor the amounts invobeed for allied at-
Miatas and MOFA’s, regrecthaly,
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ates, aR well as those cwned moTe
than 50 percent, However, in the 1577
benchmark =urvey, in order fo be con-
gistent wth accepted ac-
counting principles, the definition of
MOFA’s was changed o include only
affiliates owned more than 50 per-
cent. An adjustment was also medé to
the 1966 data for MOFA's to include
datz for affiliates in which no one
11.5. perscn had an ownership inter-
est of more than 50 percemt but in
which the combined ownership of all
U.5. parents exceeded 50 percent.
Such affiliates were estcluded fromi
previcusly published 1968 data, but
included in the 1977 dats, for
MOFA’s,

The only adjustment made to the
1977 data as previonsly published was
to exclude aifiliates owned at least 10
percent but under 25 percent by U.8.
parents. As explained in the text, this
adjustment was necessary because, in
1966, data were collected on total
assets only for allied afiiliates.

Both the 1966 and 1%77 data for
MOFA's in this article cover all affili-
ates cwned over 50 percent by their
118, parents, regardless of the size of
their aszets, sales, or net income. The
1877 data fur MOFA's in this article
differ, therefore, from those published
in I8, Diresd Investment Abroad,
1877, which covered only the larger

Table B.—Adimtments to the 1966 Data for
Majority-Cromed Aflintes To Improve Com-
parabllity With the 1977 Data

Employ
Toptal ot et
illions | UNubbac
of dellars anp oot
L Muojonity-temid woubank wiiAwtes
of Tunbank: PATERERT FRER [ L546.504
L Leg: yrist Lty habdl aiTllIREsS i, 157 112,35
3 Laax affilioties thet wwre ownmd
0 parcant 5 E13.568
& Plor wifilstes owned more tian
o pepeeni oo 4 comblosd menar-
ahvipe b 2406 it
- majogiy-peoed giilmiea
iy By iy sl IERETPT A QR PRT
1, ‘Botil anpets and ulplwlnenl faw mqlﬂ-ﬂM alflliaies
for 1066 ware puablished in tables =24 and KoL
reapact|valy, of .iﬂrnuh ¢ Abnoa?, (985 The wda
mmqum umﬁmmmuﬂmmm
euchitey, bunk affiletes iivhich had intal et of $1£615
oulllbit and mombank aﬂ'::I " sﬁd

E
=i
g
EE:
M
FEd

s
3
5
;
g
25
3



46

MOFA's—ithose with sssots, sales, or
net income greater than $3 million.

No adjustments wera made for
other differences in concepts, defini-
tions, and coverage beitwesn 15968 and
1571, They included the treatment of

SURVEY OF CURRENT BUSINESS

peiroleum  trading companies and
US. airline and ship dperators’ for
&ign stations, ticket offices, and termi-
hal port facilities, and, for data disag-
gregated by area, the definition of the
“international” category {see foutnote
9). It is believed that the effect of

April

these differences on the comparisons
was small. For a discuesion of thess
differences, see {18, Direct Investment
Abroad, 1977 and Obie G. Whichard,
“U.8. Direct Investment Abroad ip
;gﬁﬂ," Surver 61 {August 1981} 28-

Exrata

Table 6 of the article “Employment and Employee Compensation of
11.8. Multinational Companies in 19777 in the Febroary 1982 SurveY oF
CoRRENT Business contained errors in the rows for France, the Nether-
lands, and the United Kingdom. The corrected table is republished below.

The errore were in the employment estimates for “all manufacturing es-

tablishments™; the affiliate shayes of this emplayment have been recom-
puted based on the corrected figures. .

Tabks &.—Employment in Maoufecturing (laduding Petroloom and -
Coal Productx) by All Mamefoctaring Establishments and by Foreign
Alftliates in 1} Peveloped Conntries, 1977

{Thousrody 6F eopMyoe, o phrosn]

h/ a.lﬁli:rluu
Wapr | a e of &
Al an i percen
manufee | afFiEsbad | owned paln
tu% n affilzalen
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Mty AN Al iy

Drcturing | affillabe | eufad
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Balginin Wi 18 3 TE 1

Canada 1,714 65T BT ) E)

Denmark IE I L] i 2

Fraees. Ry EL i) 1 [

Germany Bam (2 % i ¥

Inaky 4810 1TF 131 i 3

daphn LG i 0 H 7

Hettonclands (%=1 w i) L] T

Swd e ] % 1% 1 )

United Eingdom 7704 mj L 1 W

" Lapgh thosts 0.5 pierrenl

Movz,—Estimateg far I werk prepanad by the Office of Produyst v

h-ndwgy.ﬁn;ndlmmm US, Dupmrimast of Labor, Definitlsn aod
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